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Abstract — A case study of credit unions in the financial 
services sector in Australia designed to examine the 
motivations and constraints to cosourcing – or the sourcing of 
a common activity jointly by a group of organizations – and 
assess whether the provision of inter-organisational 
infrastructure is an appropriate focus for cosourcing  
 
Keywords—infrastructure, financial services, outsourcing, 
core capabilities.  
I. INTRODUCTION 
A number of organisations have recently begun to actively 
seek opportunities where existing services can be provided 
jointly. In the UK, for example, three banks and Unisys 
formed a joint cheque processing venture [1].  It would be 
useful therefore to understand the factors that determine 
whether such initiatives are appropriate.  Given that the 
activity concerned is typically no longer conducted in 
house the outsourcing literature – and in particular that 
relating to why outsource and what to outsource – would 
seem to be a logical starting point.  However while 
Gallivan and Oh [2] recognise a class of outsourcing – 
cosourcing – where a group of organisations come together 
to obtain a common service from a supplier, a review of the 
literature suggests that little research has been conducted in 
the area. 
The current paper seeks to start to address this deficiency 
by proposing that a focus on the provision of inter-
organisational infrastructure is an appropriate role for 
cosourcing 
 
II. THE COSOURCING DECISION AND A FOCUS ON 
INFRASTRUCTURE 
 
While research examining the motivation for outsourcing 
draws from many theoretical perspectives, one is 
particularly relevant with regard to determining what to 
outsource from a strategic perspective: resource based 
theory [3].  When one moves from outsourcing to 
cosourcing it is also necessary to consider the benefits of 
acting jointly. Here it is suggested  that their are two 
 
 
potential sources – based upon economies of scale and 
network externalities.  
A. Economies of scale 
Economies of scale refer to production and distribution 
efficiencies which come with larger size [4]. From a supply 
side perspective the benefits have long been recognised as a 
motivation for outsourcing [5]. Cosourcing introduces a 
demand side dimension. As a group of organisations 
aggregate their demand a potential supplier should become 
better placed to realise economies of scale in meeting it.   
B. Network externality theory 
Network externality theory suggests that the “value of a 
unit of a [network] good increases with the number of units 
sold” [6]. The classic example is telecommunications where 
the value increases as the number of customers grows. The 
actual value of a network good is determined by key 
characteristics such as complementarity and compatibility 
[7]. The work of Katz and Shapiro [8] suggests that 
cosourcing may be beneficial for activities where there are 
either direct – connectivity related – or indirect – where the 
value of a unit of the good increases with the number of 
units sold – network effects that are either direct – where 
the JSP facilitates connectivity – or indirect  for example as 
a  consequence of the wider availability of complementary 
goods. 
C. Resource based theory 
Resource based theory suggests that firms secure success 
by utilising their unique resources comprised of intangible 
and tangible assets that are tied semi-permanently to the 
firm [9].  From the resource based perspective, success is 
maximised where organisations focus their attention on 
those areas where their distinctive capabilities lie [10] and 
rely on others for the provision of ancillary activities.  Not 
all of these activities are likely to be appropriate for 
cosourcing – what organizations consider core and 
ancillary will of necessity vary. Cosourcing will thus be 
limited to those activities considered ancillary across a 
number of organizations – with organizations acting 
individually to outsource their remaining ancillary 
activities.  
 
It is suggested here that one appropriate focus for cosurcing 
therefore will be on the provision of inter-organisational 
infrastructure – see Figure 1. 
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Figure 1: Inter-organisational infrastructure as an appropriate focus for 
cosourcing 
 
Based upon a synthesis of the research at the time, Duncan 
[11] defined infrastructure as “a set of shared, tangible, IT 
resources that provide a foundation to enable present and 
future business applications” (p38). From such a 
perspective infrastructure provides support for the delivery 
of varied and adaptable applications [12]. There exists a 
reasonably extensive body of literature considering 
infrastructure within a single organisation (see for example 
[13]. [14], [15], [16]) and several attempts have been made 
to identify what characterises such infrastructure – for 
example Star and Ruhleder [17] and Weill and Vitale [12]. 
However little work appears to have been conducted 
considering infrastructure that serves a group of 
organisations. Weill et al [14] and Weill and Vitale [12], 
for example, acknowledged infrastructure as existing 
outside the firm but did not consider it further. One 
exception is the work of Borman [18]  who suggested that 
there are two defining characteristics of such infrastructure 
– that it supports the activities of the organisations using it 
and is sufficiently flexible to allow those organisations to 
exploit it in different ways.   
 
Referring back to Duncan [11] these characteristics can be 
seen to directly contribute to the fundamental proposition 
of infrastructure serving as an enabling foundation. The 
first requires that the infrastructure does not function as an 
end service itself but rather facilitates, or is incorporated, 
into the end service delivered by each organisational user 
i.e. it underpins rather than overlays the activities of 
individual organisations.  The second can be seen to build 
upon this supporting role by ensuring that organisations can 
incorporate the infrastructure into their operations in the 
manner most suited the individual needs i.e. it does not 
force excessive standardisation.  Such a perspective may 
satisfy the requirements of the resource based theory. 
Wernerfelt [9] suggested that organisations secure success 
by utilising their unique resources to differentiate 
themselves. Ensuring cosourcing function in a supporting 
role and does not inhibit flexibility will enable 
organisations to tailor their use of it to best exploit their 
individual capabilities.   
 
The remainder of the paper consists of the presentation and 
analysis of a case study of an instance of cosourcing, that is 
perceived by users to be successful, to ascertain both 
whether economies of scale and / or network externalities 
are motivating influences and whether the cosourcing 
displays the necessary characteristics to be considered 
inter-organisational infrastructure.   
III. METHODOLOGY 
The financial services sector was selected as the broad 
domain for the empirical work as it has been identified as 
well suited to outsourcing due to the repetitive nature of 
many processes and their information intensive nature [19].  
The focus was on credit unions which are member owned  
financial institutions that provide a comprehensive range of 
retail banking products and services. Around 180 credit 
unions currently operate in Australia with 3.6 million 
members and more than $29 billion in assets. The specific 
instance of cosourcing examined was the core banking 
system and associated computer services. A core banking 
system is the IT application that provides the core 
transaction processing capabilities – encompassing back 
office, origination, front office and teller processing 
activities – that enables a credit union to develop and 
manage its various savings and loans products.  The 
computer services to support the operation of a credit 
union’s core banking system are provided either internally 
or by a computer bureau. Bureaus vary with regard to 
whether they are independent commercial providers, or 
collectively owned by credit unions, and whether one or 
multiple core banking systems are supported. The range of 
options available is illustrated in Figure 2. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2:  Core banking system and hosting options 
 
The case study method was employed as it is seen as 
particularly appropriate where research and theory are at a 
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 formative stage and a phenomenon is not well understood 
[20]. The case work presented here is primarily explanatory 
and draws upon the work of Dubé and Paré [21] with 
regard to the approach followed. It was therefore decided 
that the primary locus of triangulation would be between 
different organisations [22].  Of course, where possible and 
appropriate multiple interviews were conducted within a 
credit union to provide internal triangulation. While not 
ideal such a situation is not unique and there are numerous 
instances of other research (for example [23], [24]) where it 
has not been possible or has been nonsensical to conduct 
interviews with multiple actors within an organisation.  
Furthermore in all cases it was possible to achieve a degree 
of internal triangulation through the review of credit union 
documentation – primarily annual reports and board papers.  
 
The sampling strategy followed can be seen as a 
combination of intense (in that the particular instance of 
cosourcing selected was one that was perceived to be very 
successful) and maximum variation (in that a diverse range 
of  individual credit unions were selected in order to 
identify common factors that cut across variations) [25]. 
Because cosourcing was not universal amongst credit 
unions it was possible to examine whether the factors 
identified influenced the decision both from the perspective 
of credit unions that cosourced and those that did not. This 
represents an extension to much of the existing case study 
research on outsourcing where the focus has solely been on 
organisations that outsource (for example, [26], [27]).  
 
A total of 14 credit unions were interviewed representing 
over 25% of the total asset base of the sector. Interviews 
were between one and two hours in duration and a semi-
structured interview protocol was followed. 
 
 Credit Union Total assets 
CU1 < $100m 
CU 2 < $100m 
CU 3 $100-$500m 
CU 4 > $500m 
CU 5 > $500m 
CU 6 $100-$500m 
CU 7 >$500m 
CU 8 $100-$500m 
CU 9 >$500m 
CU 10 < $100m 
CU 11 >$500m 
CU 12 $100-$500m 
CU 13 >$500m 
CU14 $100-$500m 
Table 1: Credit unions details 
IV. RESULTS 
The interviews suggested that both economies of scale and 
indirect network externalities serve as motivating forces for 
the cosourcing decision. In addition the cosourcing 
examined appears to function flexibly in a supporting role 
allowing organisations to focus on and exploit their specific 
core capabilities. As such it can be seen to serve as inter-
organisational infrastructure. However it also became 
apparent that cosourcing is unlikely to be monolithic and 
that a variety of options is desirable both to ensure 
competition between suppliers and to meet the different 
preferences of specific organisations. Furthermore 
cosourcing was seen as introducing a need to compromise 
with other credit unions. As such, and as Figure 3, 
illustrates cosourcing is likely to lead to multiple 
infrastructures rather than a single one. 
 
 
 
Figure 3:  Cosourcing and the emergence of multiple infrastructures 
A. Motivation 
Core banking platforms and the computer bureaus that host 
them were seen by the majority of credit unions as areas 
where they had similar needs and could benefit from 
coming together to secure access to economies of scale. 
 
 “We are a medium sized credit union and we want access 
to those services, we rely on some of those large credit 
unions to get that aggregated purchasing power so that we 
get a reasonable price” CU14 
 
“We’re small, we just can’t fund huge IT programmes” 
CU3 
 
The desire for voice or the ability to get on the radar screen 
of suppliers can be seen as an indirect network externality – 
in that the voice increases as the number of credit unions 
utilising a particular option increases. 
 
“If I was to negotiate, number one, they’d say well who are 
you?  How big are you?  How many members do you have 
etc., and they’d basically put me on the bottom of the pile” 
CU6 
 
“The aggregated voice that you can do if you all speak as 
one voice, you can .. make some sort of demand and it 
might be a fair sizeable chunk of their business” CU14 
 
Additional advantages however were also suggested for 
small and medium sized credit unions – including access to 
technical and managerial capabilities.  
 
“small get access to new technology, large get volume 
based transaction discounts” CU5 
B. Non core, supporting and flexible 
From a capability perspective the majority of credit unions 
see their core banking system and computer bureau as 
critical not core.  Furthermore they were firmly seen as 
serving in back office support roles. 
 
Motivation
• Cost savings 
• Voice
• Capabilities
Other considerations
• Alternative suppliers
• Cosourcing flavour
• Compromise
Characteristics
• Non core 
• Support
• Flexibility
Core banking system and computer services cosourcing
Multiple
infrastructures
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 “Because it’s your core banking system, everything hangs 
off it and everything goes through it.. you can’t run the 
business without it.  Yes it is a tool, but it is just so critical 
it has got to be part of every consideration” CU9 
 
“core is anything that touches the members.. happy to 
outsource the back office – things that the customer will not 
notice” CU5 
 
“You can focus on your core business, focus more on your 
core business and doing what you do well, rather than 
focusing on those things that you then do very efficiently”  
CU14 
 
“it’s opaque, it’s chugging away, and it has no bearing on 
the business.” CU3 
 
In only a few cases was the basic core banking system or 
computer bureau seen as core and in those circumstances 
they were retained inhouse.   
 
The credit unions were also generally of the view that even 
with a common core banking platform there were 
considerable opportunities to configure it differently and 
build upon it with front end applications to develop points 
of differentiation ie there was an opportunity for flexibility. 
  
”with enough parameters that you can make it look and feel 
different and be different” CU9 
 
However it was also recognised that if you diverged too far 
from the core you could create problems for yourself. 
 
“the minute you are a very highly modded site it costs you 
much, much more to get everything bolting on the way it 
should” CU11 
 
Furthermore it was not recognised universally that the 
cosourcing option engendered sufficient flexibility.  
 
“Why did we remain in-house? .. It gives us flexibility.. If 
we want to run reports today, two days time, right this 
minute or whatever, we have that flexibility to run reports.  
Whereas if you’re with an IDPC2, you have to put in a 
request for work, explain why, give some priority to it.  So 
we don’t quite have the flexibility” CU6 
 
“better off being masters of our own destiny and staying in-
house… enabled us to do was move very quickly with 
product development” CU9 
 
It should also be noted that not all non-core activities are 
considered equal, that some are more sensitive than others 
and this may impact the likelihood of cosourcing. 
 
 
2 IDPC – Independent Data Processing Centre. The common term for 
the cosourced computer bureaus used by credit unions 
“The general ledger footprint is identical.. [it is non-core 
but] aggregation is probably a phase that everyone’s got a 
bit nervous about, I don’t want someone else doing my 
numbers or sharing, doing my numbers as well as the 
credit union next door to me’s numbers” CU12 
C. Supplier competition 
Credit unions were generally keen to have access to 
multiple alternative suppliers.  
 
“they’re a commercial entity, they’re out to make a buck 
and we’ve had first hand experience when they’ve sold us 
modifications to the system that we know one of the credit 
unions before us paid for the same modification” CU12 
 
“they’re negotiating agreements and if we don’t like it we 
can find another bureau” CU14 
 
“Think it is good that there are alternatives- around three 
is right.. not more because [the industry] can not support 
but three gives choice” CU5 
 
However it was also recognised that decisions were long 
term and there were differing perceptions as to how easy 
actual change was. 
 
“do not revisit the decision often because it is such a major 
task to change” CU6 
D. Cosourcing choices 
The interviews suggested that there is more than one 
flavour of cosourcing. The cosourcing of computer bureaus 
for example differs with regard to whether the focus is 
primarily on buying power or operation.  
 
“The host agreements are all separate ..  So this is just 
purchasing power.. What we’re trying to do is to get as 
much of the cost benefit without selling your soul.  We think 
we’ve got a half way house. So why go that extra step if you 
don’t have to. That’s our position. We negotiate together, 
but at the end of the day we are separate entities. We are 
separate businesses, with the same supplier. That works for 
us.” CU3 
 
Even where the cosourcing is oriented towards operation 
there is variation with regard to the functionality provided, 
how standardised the operating environment is and the 
pricing of contracts.   
 
“part of the reason why we like the [core banking] solution 
was it actually did away with a lot of those third party 
relationships you had to maintain to keep all those things 
going” CU9 
 
 “if you start running two platforms on your bureau, then it 
adds an extra layer of cost.  It’s much more efficient to run 
only one platform.” CU5 
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 “[Credit Union X] is getting it at a better price than me 
because what’s happened is as the company makes more 
sales the unit cost of doing all the business comes down 
and for new customers it applies that.  It’s not going to say 
to us as a steady customer, look, good news because we 
signed X, Y, Z, we’re going to cut your price by 3 cents in 
the dollar.”  CU7 
 
Such variation in part reflects the differing organisational 
perspectives as to what is appropriate. For example there 
are conflicting views with regard to the amount of 
functionality a core banking system should provide. 
 
“The beauty of that is, not coming as a package.. it’s all 
modular” CU14 
 
“[Application 1 is] very expensive to deal with.  They have 
a core and then you have half a dozen different subsets that 
are provided by different providers.  So you have 
installation costs and project management costs associated 
with all of those subsystems” CU12 
 
“The number of suppliers that you are dealing with brings 
complexity for your depth of interface and then managing, 
you know, if you are making changes in your core one does 
it happen in the other application” CU13 
 
There was also seen to be the potential for a particular 
cosourcing arrangement to be come too large, cumbersome 
or unmanageable..  
 
“There’s only ten of us, when it was 250 users you got 
rooted” CU4 
E. Compromise 
A dependency on other credit unions was also seen to be 
introduced with cosourcing. In structuring cosourcing 
arrangements interviewees suggested that one of the most 
difficult tasks was managing the balance between the 
individual credit union and the group as a whole. In 
addition being part of a group introduces the risk that the 
group will not always seek to move in the same direction. 
 
“There is inherent compromise in all of these systems… “ 
CU4 
 
 “I think there is always strength in numbers, but it is also 
making sure that the people who are then agreeing to the 
development, there is a common understanding and 
agreement of what needs to be done.  I think the numbers 
give you benefit but it is making sure that everybody is on 
the right page and agreeing to the right direction and 
looking at it from, not only their self interest point of view, 
but the benefit of all parties involved.” CU13 
 
“For years and years, we pushed and pushed to get this 
done, and no one seemed to be interested because they’d 
never had it before in the other system. To this day we still 
haven’t got it. That’s frustrating. .. when you’re in a group 
you’ve got to wear the down side as well” CU3 
 
“The system had to be selected to suit all sizes.  This system 
can run on all sizes, but it runs better on the bigger  
organisations” CU14  
 
V. DISCUSSION AND FUTURE RESEARCH 
The cases suggest that when considering cosourcing two of 
the driving forces are indeed externalities and economies of 
scale. They also suggest though that benefits will likely 
vary across organizations in accordance with internal 
characteristics such as existing cost structures. In terms of 
whether providing inter-organisational infrastructure may 
be an appropriate focus for cosourcing the evidence is 
broadly positive.  It would appear that the cosourcing 
examined both functions in a support role and provides 
flexibility and thus satisfies the necessary characteristics to 
be considered infrastructure.  However the comments 
regarding not straying too far from the norm suggest that 
there are limits to flexibility and it is not absolute.  
 
Furthermore it is interesting that interviewees emphasised 
both their preference for there to be a number of alternative 
suppliers and the compromise that cosourcing requires. It is 
likely that taken in combination these factors – different 
perceptions of what is required, the desire for competition 
and the need for compromise – explain why multiple 
cosourcing arrangements have developed rather than a 
single one.   
 
In terms of future research, given the comment that some 
non-core activities are too sensitive to cosource, it would be 
useful to examine in more detail what characteristics of an 
activity make it amenable or not to cosourcing ie looking 
beyond the basic core, non-core divide.  
 
It would also be useful to look in more detail at appropriate 
combinations of participants for cosourcing.  Is there for 
example an optimum number of participants beyond which 
the incremental transaction costs of managing the 
cosourcing arrangement outweigh the incremental scale 
benefits (see for example the work of Hancock et al [28] 
regarding diseconomies of scale) or compromise becomes 
too problematic.  Are there preferred compositions – for 
example that avoid or embrace the inclusion of a partner 
that is of a significantly lager scale than the other 
participants.   What are the important organisational 
considerations – relating to factors such as strategy, 
structure, processes and culture ([29], [30], [31]) – to 
ensure that there is an appropriate “fit” between 
participants.  
 
Furthermore how easy is it to identify a set of common 
interests that is stable over the long term for a group of 
organisations. In other words is cosourcing likely to be a 
common phenomenon or are there sectoral difference that 
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 will influence the likelihood of organisations working 
together (as Hagedoorn [32] might suggest)? At a minimum 
variations in the extent of environmental uncertainty [33] 
and the degree of competition [34] may have an impact.   
 
Finally it is also important to seek to examine in more 
detail the concepts of support and flexibility. What exactly 
do they entail and what are the implications in areas such as 
systems integration (does flexibility best provided through 
extensive or limited integration?). 
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